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KEY ECONOMIC INDICATORS 


Except as marked, figures are in $ millions, based on the May 1974 exchange rate 
(K.00 = $1.56) 


A B G D 
ITEM 1971 1972 1973 % Change # 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Market Prices 1660.3 1824.7* 2014.1* + 10.4 
Per Capita GNP - In Dollars 386 413* 443 * 
Index of Manufacturing Production 

(exc!uding mining)(1969=100) at end of 140.3 164.8 166.5 
Index of Industrial Production(1969=100) 

at end of 107.5 119.1] 
Gross Fixed Capital Formation as % of 

GNP 32. 29.1* 21.%* 
Employment in June (actual number) 358,350 360.130 377,830 
Average Labor Productivity on Manufa- 

cturing Industry (1966=100) 112 
Average Annual Industrial Wage (Net of 

pension deductions) - In Dollars 

African 1527 1500 16857 

Non-African 8805 8594 7513" 
Copper Production (metric tons) 633400 698000 381200 
Average Copper Price (Kwacha per 

metric ton) 767.3 764.8 1156.3 
Marketed Agriculural Production 7502 99.5 93.1 * 
Corn Production (metric tons) 399960 630000 369000 * 


MONEY AND PRICES 
Money Supply (,000 Kwacha) at end of 2129 7 274336 +26.4 
Public Debt Outstanding (K m at end of 6 N/A N/A 
Of which External Debt (excl. ZIMCO 

bonds) 195.8 385.0* +97 4 

**External Debt Service Ratio(%) 10.0 5.2* - 

Interest Rates (%) 

Bank of Zambia (rediscount) 

Commercial Bank Prime Rate 

Treasury Bills (Average) 
Consumer Price Index (1969= OO) at 

end of 

Low Income Group 110.6 

High Income Group 112.5 
Wholesale Price Index (excluding copper) 

at end of 128.0 


BALANCE OF PAYMENTS AND TRADE 

Gross Official Foreign Reserves 253-7 160.8 191.5 
at end of 

Balance of Payments - Surplus (-309.5) (-148.7)*(-12.1)* 
(Deficit) 

Balance of Trade - Surplus (Deficit) 120.2 

Exports, FOB 679.2 

U.S. Share of Exports (%) 0.9 

Imports FOB 559.0 

U.S. Share of Imports (%) 10.9 


627.9 
1160.0 
0.5 
532.1 
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MAIN IMPORTS FROM U.S. (1972): Motor vehicles and parts ($7.2 million), 
Construction and Mining Machinery ($5.4 million), Mechanical Handling 
Machinery and Equipment ($4.6 million), Tractors ($3.6 million), Chemicals 
($2.3 million), Aircraft and parts ($1.1 million). Source: U.S. Dept. of 
Commerce, Bureau of the Census. 


ad Provisional or estimated 

N/A Not Available 
1973 over 1972 
1971 and 1972 based on official Zambian Government statistics when K1.00= 
Figures in 1973 are for Zambians and Non-Zambians $1.40 
Ratio of external debt service to Export of Goods and Non-Factor Services 





SUMMARY 


The overall performance of the Zambian economy was sluggish in 1973 
and early 1974, due primarily to four factors: 1) drought conditions 


until November 1973; 2) continuing transport and supply difficulties 
stemming from the Rhodesia border closure; 3) the inevitable delays 


in putting increased capital available for investment to productive 
work; and &) the preoccupation of key decision-makers with national 
politics. With copper prices continuing at high levels, with the 
promise of a good harvest after a season of heavy rains, and with a 
new government exhibiting new attitudes and ideas, the prospects for 
1974 are distinctly improved. American exporters willing to work 
hard at penetrating and serving the Zambian market should find the 
effort rewarding, as imports can be expected to rise some 25%, to 

at least $700 million, in 1974, much of it capital equipment. 
Investors, on the other hand, may be cautious until the outlines 

of the Government's policy toward foreign investment become clearer. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Copper Carries the Day 


The year 1973 might have been disastrous for Zambia had copper prices 

not risen dramatically. As a result of supply and technical difficulties, 
production of this key foreign-exchange earner actually fell slightly 
from the previous year's level, despite high capital expenditures on 
various expansion projects. Agriculture and hydro-electric power 
production were set back by the worst drought in 40 years. Manufacturing 
industries, suffering from supply shortages caused by transport problems 
and a new type of import-control system, barely held their own despite 
the coming onto stream of several large projects during the year. 
Everyone faced higher costs - both for supplies (notably petroleum 
products) and for production and marketing of the goods. Tax burdens 

on both private and corporate incomes reached record-high levels, to 

the point of discouraging new investment. And the government, preoccupied 
with the effects of the Rhodesia border closure and with major political 
reorganization and national elections, was slow to take actions which 
might have stimulated the economy. The fact that there was an increase 
of about 2% in the real GNP during 1973 was due almost exclusively to 

the improvement in Zambia's terms of trade. From an average of K799 
(K1.00 = $1.56) in January 1973, copper prices climbed to K1,464 in 
November. This made possible not only growth in the GNP, but also a 
dramatic improvement in the balance of payments and in revenues accruing 
to the government. 





Considerable uncertainty has plagued the economy, particularly the 
predominant parastatal sector, in 1973 and early 1974 as Zambia 
entered its "second republic" era and held national elections. 
Many ministerial-level decisions and(it must be remembered ministers 
chair the major parastatal corporations) were understandably postponed. 
After elections the respective prerogatives of the Cabinet and the 
Central Committee (of UNIP, the nation's sole political party) had to 
be worked out. A number of parastatal companies were moved from one 
ministry to another, and even the ministries themselves were reorganized. 
Not the least significant factor underlying business uncertainty was 
the initiative taken by the government on August 31, 1973, to increase 
its managerial and financial control of the copper mining industry. * 
Although, pending conclusion of new agreements, the foreign-controlled 
minority partners continued to manage on essentially a status quo ante 
basis, the fact that, as of May 1974, no agreement acceptable to both 
sides had yet been ironed out discouraged new initiatives in the mining 
industry and, indeed, in the private sector of the economy as a whole. 


While the situation could be better, prospects are good for an improvement 
in business confidence and a faster rate of development. The budget 

(see below) is expansionary; new projects can move forward now that 

major appointments in the government and parastatal companies have been 
made; transport problems, while serious, are being contained; the 
dramatic rise in petroleum prices has affected Zambia relatively less 
than other countries because of its hydro-electric power resources and 
its high foreign-exchange-earning capacity; importers no longer are 
complaining en masse about import restrictions, although sources of 
supply offering reasonable delivery dates are often hard to find; even 
the weather has been cooperative, thus assuring a bountiful if not record 
harvest. If the government can adopt investment policies serving the 
needs of society while at the same time encouraging businessmen, Zambia's 
great potential could be realized at a speed other developing countries 
might envy. Unfortunately, in the short term at least, even the best of 
policies will fail unless the production and price of copper remain high, 
and, as Zambia's economic planners have learned the hard way, anyone 
claiming the power to predict either of those variables with precision 

is whistling in the dark. 


Industrial Activity Picking Up 


During the past two years when resources were scarce, Zambia concentrated 
on completing projects already begun such as a motor vehicle assembly 


*The K151 million in outstanding 1970 compensation bonds was paid off in full, 
giving the government a free hand in tax and foreign exchange matters affect- 
ing the companies, and the management agreements were to be abrogated, giving 
the government direct control over the companies, including the power to 
appoint the managing directors. 





plant at Livingstone, a refinery and a lime factory expansion at Ndola, 
a glass factory at Kapiri Mposhi.e With more funds available and the 
intense political activity of 1973 now over, progress can be made 

on several projects for which major contract decisions have already 
been reached in principle: a compound fertilizer plant at Kafue, a 
truck assembly plant at Kasama, a battery plant at Mansa, and 
expansion of a sawmill near Livingstone. In addition, several 
infrastructural projects are either under way or about the begin: 

a telex system in Lusaka; a 600-megawatt hydro-electric station at 
Kariba;safeeder dam and 300-megawatt expansion of the hydro-power 
station at Kafue; a radio-TV-information center complex in Lusaka; 

a major expansion of the nation's telephone network into rural areas; 
and a microwave relay system to the Tanzanian border. While these 
projects, together with the copper expansion program, make up a 
respectable list, they are modest compared to several proposals now 
under active consideration: a 200,000-ton-per-annum iron and steel 
mill; a hydro-carbon cracking plant; a major expansion of the copper 
fabricating plant at Luanshya; an entirely new mining and concentrator 
project involving low-grade ore in North-Western Province; and a 450- 
megawatt "stage 3" hydro-electric power station at Kafue. 


In formulating, approving and promoting projects, the government has 
been giving priority to those which exploit local resources, reduce 
imports and offer the promise of exports when local market needs are 
met. Other major considerations are the need to expand employment 
opportunities-- although, for the most part, capital-intensive methods 
are still preferred - and to secure access to essential products in 
the face of supply shortages and transport difficulties. Protection, 
usually in the form of a guaranteed market, is generally still being 
offered to local industries, but there are signs the new government 
will be cool to projects which will require such support indefinitely. 


As the government is currently playing a preponderant role in the 
economy, most new projects of significance have been joint ventures 
between foreign companies and parastatal firms, the latter with at 

least financial control. There are still opportunities for wholly 
private companies, however. The pattern recently has been for a 
marketing and servicing company to begin manufacturing one or more of 
its products locally. Sometimes the motivation is operating efficiency; 
sometimes, perhaps with government encouragement, a company seeks 
thereby to maintain its access to the market; in one case (a German 
company), the aim was to produce clothing for export to the German market. 
Key figures in the new Zambian government have hinted no further 
nationalization of existing industry is contemplated. While they have 
not yet said what types of private investment would be welcome or what 
guarantees will be offered, they have said an investment code is being 
drafted to spell out these points in considerable detail. 





Agriculture: Leap Forward? 


After a drought year when marketed production actually fell, 1974 
promises to mark a turning point in Zambia's agricultural sector. 
Not only were the rains abundant, but the government announced 

a series of measures designed to encourage greater production and 
investment: 1) much higher prices for key controlled commodities 

in short supply or with export potential like oil seeds, cotton, 
peanuts and livestock; 2) a partial lifting of price controls on 
fruits and vegetables; 3) tax incentives to farmers in the form of 
immediate write-off of capital equipment costs; 4) easing of import 
restrictions for agricultural inputs; and 5) increased attention to 
the growth of small family-farm schemes through capital inputs 
(especially from the World Bank) ; experimentation with new, labor- 
intensive cash crops (e.g.,tea, coffee, rice); and expanded training 
opportunities. These measures, plus a little luck, should yield an 
increase in real agricultural output of at least 20% in 1974 and create 
the conditions for even more expansion in the future. 


There are still major problems, however. Perhaps the biggest is 
inferior marketing. Zambia has no reliable system for matching 
production - and delivery of the produce - with the wants of consumers; 
it relies largely on a number of ponderous, highly-subsidized parastatal 
boards to sell inputs and buy outputs at fixed prices which might be 
quite at variance with market realities. Another problem is lack of 

an effective agricultural credit system; the Government's "Agricultural 
Finance Company" has lost so much money (it has a 20% bad debt rate) 
that even farmers with good credit records have difficulty obtaining 
loans. A third problem is the shortage of trained personnel, especially 
extension agents for small-scale farmers in the more isolated areas. 


Finally, like the rest of the economy, Zambia's agriculture suffers 

from policy uncertainty and poor planning. While acknowledging the 
importance of large-scale commercial farmers, both individual and 
corporate, the government appears ambivalent about further investment 

by this group, and, until recently, did very little for the alternative 
group, small-scale farmers. Planners have not seriously considered 
agriculture as a sector capable of earning foreign exchange, nor have 

they demonstrated much ability to develop economically viable, vertically- 


integrated projects involving processing, packaging and marketing as well 
as production. 


Despite these problems, it must be recognized that Zambia has made good 
progress in developing the basis of a prosperous agricultural sector. 


Few countries in Africa - if indeed the world - can match its petential 
for expansion. 





Transport: Continued Difficulties 


As a land-locked country, Zambia has always been vulnerable to transport 
difficulties. When Rhodesia, by closing its northern border in 

January 1973, eliminated Zambia's best and most-used route, the situation 
looked desperate. A combination of factors saved the day: First, 
imports fell in volume as a result of government policies unrelated to 
transport. Second, Zambia benefited from UN technical assistance and 
bilateral capital aid offered after the border closure. Third, a new, 
albeit expensive access route to the sea was developed through Malawi 
and Mozambique. Fourth, the use of air freight was greatly stepped up, 
particularly for goods from South Africa, still Zambia's No. 2 supplier. 
Fifth, unexpectedly rapid progress was made on the Chinese-built 

railway from Dar es Salaam to Kapiri Mposhi on Zambia's "line of rail;" 
this meant, not only the imminent availability of a cheap, reliable 
route to East African ports, but also the possibility (first exploited 
in March 1974) of using the completed section for moving bulk cargo 

from congested Dar port into Zambia. Sixth and probably most important, 
the Benguela Railway route to the port of Lobito, in Angola, proved 
capable of handling much more traffic than expected - in fact nearly 

50% of Zambia's entire foreign trade by weight. 


As of May 1974 there were still many clouds on the transport horizon. 
Imports were increasing rapidly; East African ports were so congested, 
reportedly due to the paucity of transport capacity into Zambia, that 
surcharges of up to 30% were being imposed by the conference lines} 
Lobito's limit cleatiy had been reached, at least until realization of 
port improvements and greater locomotive capacity on the Benguela 
Railway; the Malawi route was intermittently closed due to guerrilla 
activity in Mozambique; and costs threatened to skyrocket as a result 

of greatly increased storage and handling charges in East African ports.* 
These problems were not insurmountable, but they did give added impetus 
to import substitution projects and remind Zambian policy-makers of the 
need for careful transport planning. 


Labor and Employment: Peace Threatened by Unemployment and Inflation 


By all standards, 1973 was a remarkably peaceful year on the labor 
front. Days lost from labor disputes hit a post-independence low, and 
five or six of the country's biggest unions gained wage settlements 
acceptable to their members. The settlementS exceeded somewhat the GRZ's 
five percent-per-year guidelines. When the country's most important 
union-- the Mineworkers-- agreed to a new three-year contract averaging 
about six percent-per-year, it was generally conceded prospects for 
continued industrial peace were good. Two potentially explosive issues 
were finessed when centralization of labor affairs under the Zambia 
Confederation of Trade Unions (ZCTU) was voted down by member unions, 
and when, in April 1974, the 1971 Industrial Relations Act was finally 
implemented without its controversial section providing for powerful "works 
councils" in all companies. 


*As of mid-May, the East Africa Harbors Corporation suspended massive rate 
increases pending cnnsultations with Zambia; there seems iittle doubt,. 
however, that even in a compromise a i- : 

; : Pp greement substantial rate increases 
will be imposed. 





The chief concerns of labor at this point seem to be a) the cost of 
living, up over 8% in 1973 and threatening to increase as much as 

20% in 1974; b) shortages and inadequacies in housing, particularly 
for teachers, many of whom have been living in their classrooms; 

c) the rising rate of unemployment, and d) the desire for more 

rapid Zambianization of jobs now held by expatriates. These questions 
are becoming issues in hotly-contested branch and national union 
elections. The Ministry of Labor, now under veteran politician 
Dingiswayo Banda, has shown increasing concern for these problems 
Since the beginning of the year. 


Underlying factors in the decrease of tensions on the labor front have 
been labor's preoccupation with intemal organizational questions in 
1973, the call for unity in the face of the Rhodesian challenge, and 

a general awareness of Zambia's growing employment problem. The ZCTU 

is gradually sorting out its organizational and educational priorities, 
and the Rhodesian border problem is becoming something to live with. 
Unemployment and underemployment, however, will remain and grow in 
magnitude in the short term. Young workers are entering the labor 
market faster than the economy is creating jobs for them. The 
government is reacting by stepping up its technical and vocational 
training schemes, particularly in the agricultural field; by taking 

the first tentative fiscal steps toward encouraging labor-intensive 
methods of production; and by exhorting people to remain in rural areas. 
Another measure under conside@ation is reversal of the government's bias 
against the "informal sector," the peddlers and cottage-industry 
enterepreneurs who can give employment to many while providing valuable, 
if primitive, products and services. 


The prognosis for Zambia's ultimate success in easing the employment 
problem is good if measures already undertaken are pursued energetically 
and systematically, and if greater diversification--both geographic and 
economic-- of the country's development effort is achieved. [In the short 
run, however, the employment situation seems certain to get worse before 
it gets better. -Coupled with rising discontent if inflation cannot be 
controlled, this could bring labor and government into conflict in the 
not too distant future. 


Finance: Putting the Wealth to Work 


The spectacular jump in copper revenues in 1973 meant that, for the 
first time since 1969, the Zambian government could contemplate an 
expansion of its development program. The value of exports, 95% from 
copper, increased over 50%, while the value of imports actually declined 
Slightly. As a result, a trade surplus of over $600 million was achieved. 
While this surplus was more than absorbed by "invisible" payments for 
transport and other services, by unrequited transfers of companies and 
individuals and by the prepayment of mining company compensation bonds, 
on a current account basis Zambia had an overall balance of payments 
surplus. The year 1974 promises to be even better. Although there are 
Signs of some slippage in copper prices, the average yield in the first 





five months has been over K1,500 per ton, i.ee., higher than at any 
time in 1972 or 1973. Even with a drop to an average of K1,000 
during the last seven months of 1974, the foreign exchange earnings 
from copper would exceed those of 1973. 


The benefits of high copper prices did not, of course, immediately 
permeate the domestic economy. Revenues from the "mineral tax" are 
receivable soon after delivery of the copper, but income taxes paid 

by the copper companies and the government's share of dividends lag 
over a year behind delivery. As a result, in 1973 there was a govern- 
ment budget deficit of K107 million. Unlike previous years, in 1973 
there was no sizable counteracting balance of payments deficit; only 
the imposition on the mining companies of a system of special deposits 
into the Bank of Zambia mitigated the growing inflationary pressures, 
the strength of which are suggested by the fact that the money supply 
with the public increased by 26.4% during 1973. Bank liquidity, 
consistently over 50%, was so high that the government in early 1974 
ordered all short-term, import-related borrowing to be transferred to 
Zambian banks. The amount of treasury bills outstanding grew by 

K70 million, or 100%, in one year, most of them bought by the central 
bank. While Zambia, even more than most countries, was subjected to 
unusually large price increases for imported products and services, the 
government's role in the economy clearly compounded the already strong 
inflationary pressures. 


Significantly, an increasing portion of the government budget has been for 
recurrent expenditures. Gross fixed capital formation as a percentage of 
GNP is estimated to have dropped from 32.4% in 1971 to 29.1% in 1972 to 
21.1% in 1973. While this fall may be largely dué to the general 
sluggishness of the economy referred to earlier, even government ministries 
consistently failed to spend their budgeted capital allocations which, 
incidentally, were already substantially under the allocations of previous 
years. Zambia's development was thus slowing down, and most of the 

benefits of high copper prices were going into government and private 
consumption. 


This trend finally appears to have been reversed in 1974. The new budget 
adopted early in the year calls for capital expenditures of K158.2 million, 
or 62.3% over the amount actually expended in 1973. The more liberal 
issuance of import licenses in late 1973 and early 1974 should lead to 
greater capital expenditures by private and parastatal industry as well. 
World Bank credits totalling nearly $200 million which have been authorized 
in the past year for specific capital projects, should begin to be drawn 
down in 1974. If foreign investment can also be attracted, particularly 

in industries which exploit local resoutes, that too would contribute 
positively to productive capital formation.* Over the long run, a sustained 
high level of capital formation will depend on greater exploitation of 
essentially wasted resources. This means the reduction of expatriate 
remittances through Zambianization and the elimination of consumer subsidies. 
It also means either greater taxation or the introduction of positive 
incentives for consumers to invest in productive private enterprises. 


*The impact of still another expansionary factor, the expected overall 
budget deficit, is difficult to assess because of the high variability 

of copper revenues and because of uncertainty over the amount of net 
foreign borrowing, which is treated as revenue in the budget presentation. 





IMPLICATIONS FOR THE UNITED STATES 


While Zambia is a difficult market to penetrate because of old, established 
trade ties with the UK and South Africa, it offers opportunities related to 
growth and diversification which cannot be ignored. In recent years, the 
United States, with about 10% of the total import market, has vied with 
Japan for third place among Zambia's suppliers. Continuation of present 
trends suggests Zambia might be importing $1 billion annually within two 

or three years, much of it sophisticated mining and other capital equip- 
ment in which markets the United States is highly competitive. And, unlike 
most other suppliers, U.S. firms can offer reasonably fixed prices to 
Zambian importers because the kwacha is tied to the U.S. dollar. Should 
the Zambian government maintain and intensify present pressures on importers 
against South African sourcing, the United States could benefit more than 
any other country -- provided American exporters are persistent in pursuing 
opportunities, able to supply as quickly as competitors and willing to pro- 
vide good after-sales service, including the provision of spares. 


In addition to a broad spectrum of equipment for the mines and for the 
major projects mentioned on page 5, U.S. suppliers should find good 
markets for chemicals, medicines and medical equipment, food processing 
and packaging equipment, data processing systems, construction equipment, 


general aviation aircraft (if current import restrictions on such aircraft 
are eased),animal feeds, breeding stock, irrigation systems and farm equip- 
ment. To exploit opportunities in the promising agricultural sector, the 
U.S. Agricultural Attache in Nairobi has been accredited to Zambia. Many 

exports from the United States can be financed with the $5 million AID 
program loan signed last year or with credits of the Export-Import Bank, 
whose exposure in Zambia is nearing $100 million. Three local banks offer 
"cooperative financing facilities" which can be useful in supporting U.S. 
exports of modest monetary value. 


Investment in Zambia by U.S. firms is by no means a novelty, and a bilateral 
investment agreement covering OPIC insurance has been in effect since 1966. 
While the equity interests of American Metal Climax and individual Americans 
in Roan Consolidated Mines dwarf all others in value, there are some 50 U.S. 
firms with direct or indirect investment in Zambia. Moreover, the new 
Zambian Government has repeatedly expressed a desire for more. Companies 
now here have clearly found it profitable to remain -- and even expand. 
Prospective investors will be attracted by Zambia's political stability, 
economic infrastructure, and rapid pace of social development. However, 

a significant inflow of American companies is constrained by limitations 

on profit remittances, lack of a clear government policy on foreign invest- 
ment, cumbersome procedures, and inadequate investment guarantees. 
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Employment in franchising 
International operations 
Changes in ownership 

Data by key business sectors 


GQ major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 
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